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Abstract 
Foreign Direct Investment (FDI) has become in the last 15 to 20 years one of the most important factors that fueled the 
development of economies passing through transition processes (former communist economies from the east of Europe). As the 
specialists agree and the literature states it is undoubted that the advantages brought in the destination regions by Foreign Direct 
Investments are significant and therefore attracting these investments should become one of the main tasks of local authorities. 
Because of the high importance of the subject, we believe that providing a clear description of the main determinants of Foreign 
Direct Investments from the manufacturing sector, at regional level, for the Romanian development regions is of crucial importance 
in the current economical environment. Moreover, we believe that constructing the output of our research as a dichotomous list of 
strengths and weaknesses for each region might prove of real help for the interested local authorities today when the administrative 
reorganization of Romania is one of the hottest topics at national level. The analysis process conducted for this research paper was 
performed in SPSS software package using a sample of 235 firms that met five predefined criteria.   
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1. Introduction 
As it is stated by the literature, it is widely believed that several and different factors are being analyzed by 
companies in the process of deciding an investment in foreign countries. It is argued that "…there are substantial 
differences in economic performance across regions in virtually every nation. This suggests that many of the essential 
determinants of economic performance are to be found at the regional level" (Porter, 2003, p.550). Thus, it is 
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reasonable to believe that companies perform a thorough environmental scan of the targeted country both at national 
and regional level when taking in consideration the possibility of a future investment. 
In the last 22 years, the former communist countries from the east of Europe showed an increased attention to the 
process of attracting Foreign Direct Investments because these capital inflows, management skills inflows and 
technology inflows were seen as being key drivers of the transition process of their economical environments from the 
former highly centralized communist model to the open market model.  
By analyzing the attraction process of Foreign Direct Investments in Romania we identify similar behavior as in the 
rest of the east European area, due to the important discrepancies in the economic growth rhythm of its regions. The 
fact that major percentage of the resources, human capital and decisional factors are concentrated in the capital city 
area, due to the former communist system, can easily explain its significantly higher development (and also its 
significantly higher attractiveness for foreign investors). Because of its outlier behavior, the development region 
Bucharest-Ilfov (the region contains the capital city Bucharest) will not be included in the analysis presented in this 
paper. Going further, by analyzing the remaining seven development regions it will be easy to observe different 
development levels, for which the explanations are not as obvious as for the Bucharest-Ilfov region. Therefore, along 
this study we will identify and quantify the most important determinants which influenced the managerial decision of 
localizing the investment in one region or another. Basically we will provide for each region a list of factors that were 
considered by foreign managers prior of locating their investment, emphasizing the strengths and the weaknesses of 
that region. 
By using such a strengths-weaknesses map local authorities will be able to include strategic management and 
innovative management policies in their activity in order to increase their region’s attractiveness for foreign direct 
investments.     
2. Literature Review And Hypotheses  
2.1. Territorial and administrative division in Romania  
The fall of communisms in 1990 initiated some changes in the structure of Romania's territorial administration. 
That was the moment when Romania started to slowly modify the old highly centralized system specific to the 
communist states and to align itself to the EU system, based on a policy of regional development. The first important 





















Fig 1 Romanian administrative structure at 1st of January 2009 
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Since then, the process has not made significant progress because Romania does not have, even today, a functional 
regional administrative division according to the EU legislation (only in 2012 the parliament and the government 
started to talk about a new regional administrative and territorial division system). The development regions do not 
have administrative responsibilities and legal personality.  
These eight development units, constructed in 1998, were built using four European criteria: inhabitants’ number, 
surface, cultural identity and functional and spatial ties. According to European practice they serve as NUTS II units, 
while the 41 Romanian counties (the present administrative and territorial division system) serve as NUTS III units. 
The eight development regions are: North-East, South-East, South, South-West, West, North-West, Center and 
Bucharest-Ilfov.  
2.2. Regional evolution of FDI in Romania  
Ranking the regions based on their ability to attract foreign investors shows that all the regions have a positive 
trend along the analyzed period (2003- 2009). Also obvious is the strong domination of the Bucharest-Ilfov region, 
ranked first, followed at a long distance by the Center, South and West regions. The heterogeneous development areas, 
the economic decline recorded by small and medium size towns and the severe negative impact of economic 
restructuring upon mono-industrial areas determine even bigger disparities inside the regions.  
Given the significance of investment flows for the regional development, identifying the forces that attract the 
Foreign Direct Investment is a matter of high interest for the policy makers. As it is expected, certain regional factors 
determine which regions receive higher levels of investment, while other regions in the same country receive lower 
investments. Therefore we suggest two main directions for further research: (1) the study of the underlying factors that 
drives the regional FDI behaviour in Romania, and (2) the study of the importance of the individual characteristics of 
the Romanian regions for the FDI activity. 
 
Fig 2 Evolution of the regional FDI stocks, 2001-2008 (Source: processed by authors, based on Romanian National Trade Register Office data) 
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The results obtained by such study should provide the policy makers very useful tools in shaping the economic 
policies of their region, both in periods of economic growth and during recessions.  
2.3. Main Determinants of FDI 
The literature identifies several variables (emphasized at regional level) as having a significant influence in the 
process of attracting Foreign Direct Investment in a specific area. One of the main determinants of the Foreign Direct 
Investments is, according to the majority of the experts, the infrastructure. According to the literature a positive 
relationship between the development level of the infrastructure and inward FDI was identified. A significant number 
of empirical studies support for the importance of infrastructure in FDI location decisions and provide descriptions of 
the existing link. Some of the main studies supporting for such a direct link are those of Wei and et al. (1999), Mariotti 
and Pischitello (1995), Broadman and Sun (1997) and He (2002). Accordingly, we can hypothesize that a developed 
infrastructure has a significant positive effect in attracting Foreign Direct Investments in a specific region (Wei and 
others, 1999; He, 2002). 
According to Chakrabarti (2003), when the demand of a product in a certain area increases, it can be seen as an 
increased market size which will automatically generate an increased inflow of Foreign Direct Investments in that 
specific area. The experts assert that foreign investors are likely to be attracted by large markets which allow them to 
internalize profits from sales within the host countries. According to Woodward (1992) low unionization rates and 
large internal markets are crucial factors considered by firms in the process of choosing a future location for a new 
investment. One approach used by many experts is to quantify the market size and the economic market growth 
potential of a region through the population (Bagchi-sen and Wheeler, 1989). Also, another approach that can be 
identified is the one proposed by Laura Alfaro (Laura Alfaro 2003, Reschenhofer et al, 2012) who identifies GDP as 
an important measure of the local market size when analyzing the Foreign Direct Investments.  
 
As Cantwell (1989) states knowledge-seeking investments choose a variety of regions because they are influenced 
by a set of regional specific factors, such as the number of scientists and educated people in the area, previously 
established innovations, R&D intensity, the education system and good linkages between educational institutions and 
firms.  
It is therefore articulate to assume that firms may try to expand internationally to access new knowledge in order to 
supplement their existing technologies. Also noteworthy, as the literature shows, is the fact that such an expansion 
may suggest two types of knowledge-seeking behavior between firms originating from leading versus lagging 
technical centers (Cantwell and Janne, 1999). 
As Lansbury et al. (1996a) states, labor cost is another key factor that together with the research intensity has a 
significant impact in attracting Foreign Direct Investment. Labor cost is the determinant of Foreign Direct Investments 
that receives a special attention in the studies conducted by Crozet, Mayer and Mucchielli (2004). Moreover, other 
empirical studies bring clear evidences showing that the one of the main reasons that drove Foreign Direct Investments 
in the Eastern and Central European states were the low labor costs and the existence of highly qualified workers.  
 
Another important factor responsible for attracting Foreign Direct Investment in a region, identified by the experts, 
is the existence of agglomeration economies. Agglomeration economies refer to the positive externalities and 
economies of scale associated with spatial concentration activities and co-location of related production facilities 
(Chadwick, 1989; Krugman, 1991; Smith and Florida, 1994). There is an abundant literature that provides evidence 
supporting the hypothesis that multinational companies are more likely to invest in regions where they identify 
clusters of economic activities in their own and in closely related industries and fields (Glickman and Woodward, 
1988; Wheeler and Mody, 1992; Head and Ries, 1996; Devereux and Griffith, 1998; Guimaraes et. al., 2000; Driffield 
and Munday, 2000). 
The density of manufacturing activity was a crucial factor considered by the foreign firms in the US during 1981-
1983 when they chose a region where to locate a future investment (Coughlin, Terza and Arromdee (1991)). Another 
approach, present in the literature, links the population density with the existence of agglomeration economies (Lale 
Berkoz, Sevkiye SenceTurk, 2009). 
 
The existence of available raw material at affordable prices is identified by the experts as being another significant 
factor that determines the localization of a production facility in a foreign country (Dunning, 1983, 1993a). Esrin et al. 
(2001) brings also solid evidence showing that the quest for resources was one of the driving factors that brought 
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significant inflows of Foreign Direct Investment in the Eastern European states. These results are baked up by research 
conducted by Galego et al. (2004) for Central European and Eastern European countries. 
 
H1: Infrastructure and its development level is a major factor that can bring Foreign Direct Investment in a specific 
region. 
H2: Foreign Direct Investments are more likely to be attracted in a region where a large and strong market already 
exists (the demand is not fully satisfied). 
H3: Foreign Direct Investments are attracted in regions where all or only some of the following conditions are met: 
the existence of a developed education system, the existence of previous innovations, the R&D intensity, the existence 
of prestigious universities and research centers. 
H4: Foreign investors search for the existence of cheap labor force or/and the existence of qualified labor when 
analyzing a specific region. 
H5: Foreign Direct Investments are more likely to prefer regions where agglomeration economies can be identified 
(other investors have already landed). 
H6: Regions where raw materials exist and are available at affordable costs are more likely to be preferred 
destinations by Foreign Direct Investments. 
3. Methodology 
3.1. Research Goal 
The main goal of this study is to provide a clear description of the main determinants of Foreign Direct Investments 
from the manufacturing sector at regional level for the Romanian development regions. Basically we will provide for 
each region (except Bucharest-Ilfov development region which is not part of the present research) a list of the main 
factors that were considered by foreign managers prior of locating their investment, emphasizing the strengths and the 
weaknesses of that region. It is our strong belief that by using such a strengths-weaknesses approach local authorities 
will be able to include strategic management and innovative management policies in their activity in order to increase 
theirs region attractiveness for Foreign Direct Investments.     
3.2. Sample and Data Collection 
  The data used in this research paper were collected in a project that begun in 2010. The collection mechanism was 
based on a statistical survey which was conducted using the methodology that will be further described. Using data 
that were available we analyzed comparatively the inflows of Foreign Direct Investments for all eight Romanian 
development regions. Based on the obtained results we decided to exclude the Bucharest-Ilfov region from our study 
because it is clear that it should be regarded as an outlier (as can be seen in Fig. 2 Bucharest-Ilfov region is far more 
attractive for Foreign Direct Investments than all other seven regions). Then, in order to clearly identify in terms of 
spatial and temporal coordinates the target collectivity, we have constructed five criteria. Our five criteria are the 
following: (1) Firms with more than 100 employees; (2) Firms established between 1990 and 2009; (3) Firms that are 
still operating at the 1st of January 2009; (4) Firms that were established using foreign investments (more than 50% of 
the initial investment should have been foreign); (5) Firms that are activating in the manufacturing sector.  
 
After having these restrictions clearly described we have obtained a database containing the identification 
information and the necessary contact details for the firms that met these five criteria from the Romanian National 
Trade Register Office. Because of the low volume of the targeted population (consisting of only 669 companies) we 
have considered an exhaustive investigation instead of a random sample survey as being the appropriate approach.  
Based on the information identified in the literature, regarding the main determinants of Foreign Direct Investments 
we have constructed a questionnaire. The questionnaire consisted in seven questions: six simple ones and one complex 
question, investigating the main reasons that were taken in consideration by the investors before locating their plant. 
The complex question had eighteen items grouped into four broad categories (based on the information gathered from 
the literature): infrastructure related aspects, labor related aspects, agglomeration related aspects and other relevant 
aspects. The structure of our questionnaire was also influenced by the profile of the respondents (persons with 
management functions in the companies from the target collectivity) and by the method chosen for data collection. 
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From the total number of managers included in our research only 235 of them answered sending a valid 
questionnaire. Having less than half of the targeted population as valid respondents the only solution was to reconsider 
our approach as one using a sample survey.  
In the new reality, analyzing the sampling mechanism became a crucial aspect in order to provide us some solid 
ground when arguing that statistical representativeness can be discussed for the obtained results. The issue that 
required our attention was the fact that the selection mechanism based on managers' decision to respond or not to 
respond could not be considered a random selection mechanism. Therefore our sample could not be considered as a 
random sample and our obtained results could not be extended at the level of the entire targeted collectivity through 
statistical inference. Also the existence of different response rates across different regions was an aspect that 
compelled us to analyze the selection mechanism (response rates vary from 45.9% in the NE region to 29.7% in the 
West region).  
 
In order to be able to use the concept of statistical significance when talking about our results we decided to use 
two approaches for analyzing the selection mechanism. Our required output was to obtain some form of evidence that 
the selection mechanism involved by our study is somehow similar to randomization. Our entire approach was based 
on some information that we have obtained from the Romanian National Trade Register Office. Thus, we have 
constructed four control variables using that information that were available for all the units of the population. Our 
four constructed variables are as follows: (1) dichotomous variable – EU membership of the investor (EU member/ 
Non EU member); (2) dichotomous variable - technology level of the activity (High Tech/Low Tech); (3) ordinal three 
classes variable - number of employees in 2009 (low number, medium number, large number); (4) ordinal there 
classes variable - 2009 income (low income, medium income, high income).   
The next step that we took was to compare the distributions of these four variables for the sample of respondents 
with the distributions of the same variables in the initial target population and in the non-respondents sample. The first 
method that we used was based on non-parametric tests. As for statistical test used, we limited our approach to the 
Mann-Whitney-Wilcoxon and the Chi-Square tests from the SPSS software package. Therefore, we conducted several 
tests (Figure 3) trying to validate the hypothesis that the distributions of the four variables from the sample of 
respondents do not deviate significantly from their distributions from the sample of non-respondents and from their 
distributions from the targeted population.   
Fig 3 Mann-Whitney and Chi-Square tests 
 
Based on the results listed in Figure 3, still acting with great caution, we can state that there is not enough statistical 
evidence in order to allow us to reject the null hypothesis. Thus, we can assume that our selection mechanism, 
managers’ decision of participating/ not participating to the survey, generated a sample quite similar to a random one.  
 
The second approach that we used in order to further test the selection mechanism was based on propensity scores 
techniques (first described by Rubin and Rosenbaum in 1983) and on matching methods (matched sampling). 
Basically we constructed for each unit of the population a score (with values between 0 and 1) in order to quantify its 
probability of being in the sample, conditioned by our four control variables Xi, described earlier. For each of the firms 
we calculated the score using a logistic regression. Using the estimated scores we tried to match each non-respondent 
with at least one respondent. Almost 2.5% of the population units (non-respondents) could not be matched. Thus, it is 
clear that we can not construct matched samples (containing only respondents) for any given random sample of non-
respondents. Therefore we can not assume that our sample is the result of a mechanism that is similar with 
randomization. Thus, even though the percentage of non-matched units is small and the first approach lead us to 
327 Strat Vasile Alecsandru and Danciu Aniela Raluca /  Procedia - Social and Behavioral Sciences  181 ( 2015 )  321 – 330 
believe that the selection mechanism might be similar with a random one we will present our results as exploratory 
research and no further discuss the statistical representativeness aspect.  
In the next section we will proceed by analyzing the factors that were considered by foreign investors as having 
significant importance in the process of localizing their investment.  
3.3. Analyses and Results 
As we have already mentioned our questionnaire can be split into two separate parts. The first part consisted in 
simple questions with the help of which we tried to characterize the profile of the investor. The aspects that we 
investigated with the help of each question are the following: (1) investment type – Greenfield or Brownfield, (2) 
destination of the production – internal market or export, (3) the evolution of the employees’ number since the 
beginning of the investment – growth or decrease, (4) the percentage of the employees which have undergone training 
sessions, (5) have considered the future development of the investment – yes or no. 
 
Table 1 - Investors’ Profile (regional) 










Center 77.6%** **82.0% 84.3%* 15.7% 80.0%** 31.4%** 25.5% 
NE **55.6% 89.3%** 71.4% 17.9% 70.4% **10.7% *14.3% 
NW 65.2% 84.8% 82.6%** 26.1%* **65.2% 17.4% **15.2% 
South 75.0% *81.3% 77.4% 22.6%** *62.5% 34.4%* 41.9%* 
SE *41.2% 82.4% *58.8% *0% 76.5% 11.8% 29.4%* 
SW 61.1% 83.3% **66.7% **5.6% 83.3%* *5.6% 27.8% 
West 79.1%* 90.7%* 81.4% 7.0% 72.1% 16.3% 16.3% 
National 68.5% 85.0% 77.8% 15.4% 72.1% 20.4% 23.1% 
 
For each of the eight aspects listed in the Table 1 we have marked the first two regions (regions with the highest 
percentage) and also the last two regions (regions with the lowest percentage). Noteworthy is the fact that the majority 
of the companies (except the South-East region) entered in Romania through a Greenfield investment. Another aspect 
that deserves attention is the one showing that over 80% of the firms (for all regions) send most of their production to 
export. When analyzing this result with regard to the second hypothesis that we have formulated, we can assert that 
most of the foreign investors, from the manufacturing sector, that came to Romania were not attracted here by a 
potential market. 
Also important to note is the fact that most of the foreign firms that came to Romania have a low technology 
production process (sixth column). South and Center regions are the only regions where over 1/3 of the firms have a 
High Tech level, and this fact might be explained by the existence of a major urban area (with a lot of universities and 
research centers) in the middle of each region (Cluj for the Center region and Bucharest for the South region). 
In the last column of the table is presented the percentage of firms who took in consideration, before locating their 
facility, the Bucharest-Ilfov region, as a potential destination. As it would have been expected, firms located in the 
southern regions (regions that are closer to Bucharest) thought, in a significantly higher percentage, to locate their 
future investment in Bucharest-Ilfov region. 
 
The second part of the questionnaire contains a complex question that investigates the importance that investors 
granted to different factors when they analyzed different possibilities for locating their future investment. As already 
mentioned the question contains eighteen items divided into four modules: infrastructure related aspects, labor related 
aspects, agglomeration related aspects and other aspects. For assessing the importance of each factor the respondents 
were required to provide their answer on a five level scale, ranging from: not at all important to very important. In 
order to comply with our proposed approach weakness vs. strength we decided to group the answers into a binary 
variable: high importance (last two levels of the initial scale) and low importance (first three levels of the initial scale). 
The eighteen items that we included in our analysis were constructed based on our six hypotheses, that we have 
initially built taking into consideration the main aspects revealed by the literature of the field. 
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I1. Transportation cost. 
I2. Roads quality. 
I3. The existence of nearby airports/harbors. 
I4. The existence of viable land for the future investment. 
I5. The existence of favorable conditions for distribution of the products. 
 
 
Labor force aspects 
I6. The existence of available labor force 
I7. The low cost of the labor force. 
I8. The existence of available qualified labor force. 
I9. The high level of education of the local inhabitants. 
 
Agglomeration aspects 
I10. The existence of raw materials suppliers in the region. 
I11. The existence of other companies with the same activity field in the region. 





I13. The existence of tax incentives for investors. 
I14. The existence of universities and research centers in the region. 
I15. The existence of low rent levels or low land acquisition price. 
I16. The existence of available raw materials at low costs in the area. 
I17. The existence of a potential market in the region. 
I18. The total operating cost of the firm. 
 
Table 3 – The importance of the main determinants of Foreign Direct Investments included in the study (regional level) 
Item Center NE NW South SE SW West National 
I1 39.2% 28.6% 43.5% 34.4% 35.3% 37.5% 41.9% 38.2% 
I2 13.7% 7.1% 6.5% 6.3% 5.9% 5.9% 20.9% 10.7% 
I3 19.6% 14.3% 28.3% 18.8% 11.8% 17.6% 41.9% 23.9% 
I4 49% 57.1% 47.8% 46.9% 29.4% 29.4% 62.8% 49.1% 
I5 39.2% 14.3% 52.2% 31.3% 70.6% 27.8% 53.5% 41.7% 
I6 84.3% 85.7% 95.7% 87.5% 100% 88.9% 83.7% 88.5% 
I7 80.4% 82.1% 82.6% 80.6% 94.1% 83.3% 76.7% 81.6% 
I8 76.5% 75.0% 60.9% 65.6% 64.7% 66.7% 86.0% 71.9% 
I9 47.1% 14.8% 17.4% 37.5% 35.3% 23.5% 44.2% 33.0% 
I10 35.3% 28.6% 39.1% 18.8% 41.2% 33.3% 32.6% 32.8% 
I11 27.5% 32.1% 41.3% 21.9% 35.3% 16.7% 25.6% 29.4% 
I12 39.2% 21.4% 26.1% 12.5% 35.3% 16.7% 20.9% 25.5% 
I13 35.3% 25.0% 21.7% 22.6% 23.5% 35.3% 16.3% 25.3% 
I14 35.3% 14.3% 13.0% 6.5% 11.8% 22.2% 14.0% 17.9% 
I15 52.9% 39.3% 52.2% 67.7% 35.3% 64.7% 44.2% 51.1% 
I16 23.5% 35.7% 21.7% 16.7% 35.3% 29.4% 25.6% 25.4% 
I17 35.3% 14.3% 21.7% 34.4% 23.5% 22.2% 18.6% 25.1% 
I18 52.9% 53.6% 87.0% 68.8% 70.6% 70.6% 74.4% 68.4% 
HQLF 64.7% 35.7% 32.6% 56.3% 41.2% 50.0% 69.8% 51.9% 
 
For each of the eighteen items we have identified the first two regions (higher percentage) and the last two regions 
(lowest percentage). The percentage for the region with the highest percentage is listed in bold and yellow 
background, and the one for the second best is listed on yellow background. The same happens with the percentage for 
the last region and the second last and the turquoise background. The last line of the table (HQLF) is a new variable 
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Highly Qualified Labor Force that was built using the scores resulted from a Factor Analysis (conducted on the four 
labor related items) and that shows the percentage of firms that declared they are more interested in finding qualified 
labor force instead of cheap labor force.   
 
The first finding is that the Center region and North-West region score the best (yellow background) for the most 
(eight/nine) of the items.  The North West region is mostly preferred by investors due to infrastructure related items 
and due to the existence of qualified labor force. One important explanation for the fact that investors that are most 
interested in infrastructure related factors decided to locate in this region might be the proximity to the Hungarian 
border (in Hungary is the starting point of  the European Motorway system).  The Center region is highly attractive for 
investors that are looking for qualified labor force, agglomeration economies and higher levels of R&D. A possible 
explanation for this reality might reside in the fact that local authorities from Cluj (the city is one of the most 
important university centers in Romania) invested in the Industrial Park TETAROM (the biggest in Romania) and also 
have an investment program designed to transform Cluj into the Silicon Valley of Romania. 
North-East and South regions are the last two ones, scoring lowest for the most items (eight/six). North-East is the 
last desirable Romanian region, being attractive for investors only when talking about available cheap raw material 
and available and cheap land. South region is attractive for investors only because it involves low rent levels and a 
potential market; due to the proximity of Bucharest (the South region surrounds Bucharest, a city with a population of 
almost 2.000.000 inhabitants).  
Another important finding, when analyzing the national level data, is that Romania was attractive for foreign 
investors mostly due to labor force related factors and also due to relatively low overall operating costs of the facility. 
4. Conclusion 
The results obtained in this research clearly show that there are substantial differences in the attractiveness of 
Romanian regions, when analyzing the FDI inflows. Also noteworthy is the fact that our findings are consistent with 
the literature, showing that there is an important connection between regional factors (characteristics of regions) and 
Foreign Direct Investment. 
Necessary to mention is the fact that the results of the present research study should be regarded more as an 
exploratory analysis, with great care when talking about statistical representativeness.  
Also we have the strong believe that local policy makers can use the hierarchy (the strengths-weaknesses approach) 
that we have provided in Table  3 in order to include innovative strategic management elements in their administrative 
management activity.  
We suggest that further research should concentrate in analyzing firms from other fields of activity. Also we 
believe that providing a clear description of the link that exists between the development level (and standard of living) 
of a region and the inflows of Foreign Direct Investments might encourage authorities to show more interest in forging 
policies destined to increase their region’s attractiveness for FDI. 
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